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enrollment rate at an alternative choice (for example, private school) . 
Outcomes are separated into those relating to academic test scores, 
graduation/attainment, expenditures/efficiency, teacher quality, wages, and 
house prices. The sampling strategy identified over 35 empirical studies 
testing the effects of competition. A sizable majority of these studies 
report beneficial effects of competition across all outcomes, with many 
reporting statistically significant coefficients. The effect size of an 
increase of competition by one standard deviation is also reported. These 
effect sizes suggest positive gains from competition that are modest in scope 
with respect to feasible changes in levels of competition. Finally, this 
review notes some methodological challenges in estimating competitive 
pressures, as well as cautions on the validity of inference from point 
estimates to public policy. (Contains 58 references and 6 tables.) 
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Abstract This paper systematically reviews the cross-sectional research evidence on the 
effects of competition on educational outcomes. Competition is typically measured using 
either the Herfindahl Index or the enrollment rate at an * alternative choice (e.g. private 
school). Outcomes are separated into those relating to academic test scores, 
graduation/attainment, expenditures /efficiency, teacher quality, wages, and house prices. 
The sampling strategy identifies over 35 empirical studies testing the effects of competition. 
A sizable majority of these studies report beneficial effects of competition across all 
outcomes, with many reporting statistically significant coefficients. The effect size of an 
increase of competition by one standard deviation is also reported. These effect sizes 
suggest positive gains from competition that are modest in scope with respect to feasible 
changes in levels of competition. Finally, this review notes some methodological challenges 
in estimating competitive pressures, as well as cautions on the validity of inference from 
point estimates to public policy. 
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1 . 



Introduction 



Widespread concern with the quality of public education, particularly among schools 
attended by minority and low-income students, has generated calls for educational reform. 
Some reformers have pushed for higher standards for student promotion and graduation 
with the use of high-stakes tests by which students and schools will be judged. Others have 
sought market-type reforms to generate more private and public options for students and to 
create incentives for schools to compete for students. These reforms include educational 
vouchers and tuition tax credits to promote private alternatives and charter schools, magnet 
schools, and decentralization of larger school districts to create competition for students 
within the public sector. 

This recent focus on the impact of competition on educational production has 
generated a substantial empirical literature. This paper reviews systematically the research 
evidence on the effects of competition on educational outcomes. Many economists 
(including the present authors) believe that market competition improves both technical and 
allocative efficiency in the use of resources. Indeed, a substantial corpus of evidence — both 
across macro-economic systems and at the micro-level of particular industries or locales — 
can be adduced to support this belief. However, what is less clear is the generality and scale 
of these efficiency gains in education. How much and according to what measures of output 
does increased competition improve educational quality? This paper offers answers to these 
questions, based on a detailed review and evaluation of the extant cross-sectional evidence. 

The paper is structured as follows. Section 2 describes the strategy for selecting 
studies and considers the validity of ‘competition’ as a construct. Section 3 reports the 
evidence on the effects of competition on academic achievement outcomes such as test 
scores. Section 4 reports on the effects of competition on other measures of schooling 
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quality such as graduation rates, efficiency, and teacher pay. In Sections 3 and 4 the 
methodological challenges and sensitivity of the results are also considered. Additional data 
to support these two sections are given in Appendix Tables. Section 5 summarizes the 
results, assesses the substantive significance of this evidence, and draws some inferences for 
education policy. Secdon 6 provides a summary. A large amount of detail is included in 
four Appendix Tables. 



2. Identifying the Evidence on Competition 

2, 1 The Sampling Frame for Review 

The sample for review was selected using the following protocol. The Web of Science 
database was searched from 2001 back to 1972, using 'competition’, 'markets’ and 
'education’ as keywords. The relevant papers were then checked for further citations (and 
two journals were hand-searched: The Economics of Education Review and Public Cboici ) . The 
sample analysed here is on research on schooling (not higher education), and for the US. 
Only research with an explicit measure of market competition is included. Essentially, the 
review focuses on the link between educational outcomes and competitive pressures across 
large markets. 1 This focus is motivated by three reasons: (a) there is a recent review by 
McEwan (2001) of public versus private school effectiveness which speaks to the school 
choice debate; (b) large-scale, cross-sectional evidence is useful because there is some 



The two main outcomes that are omitted from this review are changes in parental involvement and 
measures of satisfaction with schooling. For libertarians, competition is equated with choice, and choice is 
an end in itself. Thus, parental involvement and satisfaction with schools are likely to be two useful 
outcome measures, proxying for the ability to choose. 
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